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PATRONAGE DIVIDENDS OF COOPERATIVE ASSOCIATIONS

Issued December 16, 1966

May a cooperative selling corporation treat patronage dividends as exempt discounts when
reporting Business and Occupation Tax and Retail Sales Tax liability?

Taxpayer, a cooperative selling corporation comprised of several franchise dealers, set up refunds
as patronage dividends to comply with the Robinson-Patman Act.  This federal act prohibits discrimination
in rebates and discounts, but allows a cooperative association to return to its members net earnings
resulting from trading operations in proportion to purchases from or through the association.

Each purchase was invoiced to the member at suggested wholesale price with net price to the
taxpayer also indicated.  Every month members paid a regular flat fee plus a fixed percentage assessed on
volume of purchases for payment of operational expense.  Refunds of the difference between suggested
wholesale price and the net cost were made to members quarterly. The taxpayer contended that the refunds
were not patronage dividends but were deductible trade discounts.

Rule 219 states that patronage dividends declared by cooperative selling associations are not
deductible in contributing tax liability under either Business and Occupation Tax or Retail Sales Tax.  The
Tax Commission held that patronage dividends are a way of giving members of a cooperative an
advantageous price, but Rule 219 intends that such price advantage shall be taxed to the cooperative.  Since
the taxpayer carefully and deliberately operated so that the refunds qualified as patronage dividends under
federal law, it was not allowed to contend the refunds were not patronage dividends under Washington law.
(Letter.)


